An expanding economy, new technologies, and changing consumer preferences provided growth opportunities for firms in interwar Australia. This period saw an increase in the number of large-scale firms in mining, manufacturing, and a wide range of service industries. Firms unable to rely solely on retained earnings to fund expansion turned to the domestic stock exchanges. A new data set of capital raisings constructed from reports of prospectuses published in the financial press forms the basis for the conclusion that many firms used substantial injections of equity finance to augment internally generated sources of funds. That they were able to do so indicates a strong increase in the capacity of local stock exchanges and a greater willingness of individuals to hold part of their wealth in transferable securities. financial press. It concludes that many firms used substantial injections of equity finance to augment internally generated sources of funds. That they were able to do so indicates a significant increase in the capacity of local stock exchanges and an increased willingness of individuals to hold part of their wealth in transferable securities.
Introduction
The financing of Australian industry in the inter-war period has been largely ignored. 1 Such neglect contrasts with Butlin's magnum opus on economic development in the second half of the nineteenth century, which placed the interaction between financial
We would like to thank Andrew Parnell yet again for his exemplary research assistance. Thanks also to Helen Hu for her help. 1 The exceptions are Colin Forster, Industrial Development in Australia 1920 -1930 (Canberra, 1964 and F. U. McGee, "Australasian business finance," Economic Record 3 (1927).
insurance companies and stock and station agents serving the pastoral industry all raised fresh capital to build the footings of their balance sheets. This paper explores the extent to which this dynamism and expansion in the economy was dependent on the ability of Australian businesses to make new issues on the local stock exchanges during the inter-war period. 6 To understand the role of the new issues market in this period, we begin by explaining the development of the We then discuss the allocation of the funds raised between industries and sectors, relate this to shifts in national income and capital formation, and consider the motives of firms seeking new issues.
The Rise of the Securities Market before 1918
Stock exchanges emerged in Australia in the second half of the nineteenth century.
Their institutional development was heavily influenced by the British connection based on trade, investment, migration, and Empire. Australia adopted, with lags, the basic tenets of British company registration and the rules governing their behaviour.
Before World War One, Australia's stock exchanges were smaller and primitive versions of provincial exchanges in Great Britain. Both were overshadowed by the emergence of the London Stock Exchange as the world's largest securities market whose operations were crucial to the export of British capital. 7 Australian governments and businesses issued securities in London. 8 Moreover, many British 'free standing' companies raised capital in London to fund their business activities in Australia, particularly in banking, insurance and pastoral financing.
9
The stock exchanges' principal business before 1914 was in mining stock, most of which were highly speculative. Hope triumphed over reason making gullible investors prey for unscrupulous promoters because nearly all mining stocks were listed at 'too early a stage of their development, before the worth of the reserves was established.' 10 The number of 'investment' class securities in railways, banks, breweries and the like 7 Michie, London Stock Exchange; Idem, Global Securities Markets. 8 Alan R. Hall, The London Capital Market and Australia 1870 -1914 (Canberra, 1963 Listing requirements, particularly with respect to mining stocks, were tightened during the 1930s. By 1937 the exchanges had set up the Australian Associated Stock
Exchanges to act as a national body. 36 
Business demand for funds
The dilemma for firms wishing to take advantage of the new business opportunities arising across many parts of the economy was that retained earnings might not be sufficient to fund expansion, particularly for episodic lumpy investments in those emerging industries which used capital-intensive and science-based technologies.
Paradoxically, the high profits earned in the 1920s provided more funds but also fuelled the appetite for even more capital. 37 Those firms that had already exploited their first mover advantages to achieve a position of market dominance had a stream of high earnings on which they could draw. The greatest challenges faced firms wishing to make the initial investments to capture the economies of scale that could propel them into a dominant market position. 38 Managers and the providers of external funds had asymmetric information about the risks and payoff from investments, a situation that led external providers to over estimate the risks and underestimate the rewards. Firms that were newer, less profitable and less well known faced greater obstacles in attracting additional share capital. They were seen as riskier propositions to external providers of capital, reducing the amount they could borrow and increasing its cost. 39 The stock exchanges were a growing source of funds for business. The arguments made by Hannah with respect to attenuating corporate governance issues in British securities markets around 1900 resonate for Australia. 60 Australia followed British company law from the 1860s and had an army of accountants to provide independent audits of accounts. 61 Apart from mandatory disclosure, directors faced the threat of removal and, perhaps more importantly, had high powered incentives to increase their own wealth, particularly if the company was highly leveraged. A vigilant financial press could make or break directorial reputations.
While there were improvements in the quality of information reaching investors some problems remained. Alex Jobson expressed concern that company promoters might 'flood the market with prospectuses of more or less merit' 62 The Company Acts and stock exchange listing requirements, while requiring greater disclosure, still allowed firms considerable latitude in the information contained in prospectuses. Norman
Rydge observed in the 1930s that the 'average company promoter in Australia is the object of much public odium because his schemes are mostly traps to catch the unwary.' 63 Brokers became more than passive sales intermediaries. They sought to reach a wider market through advertising, producing circulars and setting up unit trusts. Its richness permits us to collect much material about each application for funds including the amount sought and the purposes to which it would be put, the type of securities being offered, and whether the issue was underwritten. The data for the amounts sought and the types of security on offer are complete. There are some gaps in some of the other areas, particularly that regarding the purpose for which the issue was being sought, but enough exists to allow judgements to be made. The number of new issues, the amounts sought and amounts raised in each year are shown in Table 2 
Allocation of new issues between industries and sectors
Which industries were most active in the new issue market? Only those firms that were incorporated had the opportunity to participate. These were a small fraction of all businesses as most of the economy was the province of owner operators. securities. Almost all of the 548 multiple issues were for listed' securities.
Underwriters were used more frequently by listed firms, 13 per cent of issues, compared with only two per cent for 'non-listed' securities. However, there were few other differences: firms with both 'listed' and 'unlisted' securities offered more than three-quarters of their issues to the public rather than as rights issues to shareholders, only 29 per cent of issues of 'listed' securities and 25 per cent for 'non-listed' securities were offered exclusively to existing shareholders. Table 3 here Table 3 compares the distribution of the new issues across sectors with that of GDP.
Australia had a large farm and mining sector that generated around a quarter of GDP.
Manufacturing and utilities were expanding in importance but were still eclipsed by the distribution part of the service sector. The finance industry was small in terms of In many respects manufacturing and utilities were the outliers in making the most new issues inspite of their more modest position in the economy. Unsurprisingly, there were marked differences between sub-groups within these industries. The data is shown in Table 4 . Industries are ranked in descending order in terms of their contribution to manufacturing output at the end of the inter-war period. There is no obvious connection between the size of an industry and its resort to new issues. The three largest industries, food, metal, and textiles, aggregated over 70 per cent of output but took only a half of new issues and 43 per cent of all monies raised. The smaller industries by output, such as chemicals, non-metallic minerals and the utilities, were as important, making over a third of all issues and taking nearly a half of all the monies raised. The electricity and gas producers were particularly important, taking a third of all the money raised by new issues.
Motivations of Firms to Seek New Issues
Companies made new issues for a variety of reasons. They turn to external sources of finance when internal cash flows and retained earnings are insufficient to meet immediate or future spending plans. They may want a cash injection to buy assets or to use as working capital. They may seek equity in a new issue if it reduces their funding costs by retiring more expensive debt. British contemporaries argued that the majority of monies raised went to the founders of private companies who went public.
Henderson carefully reworked the data for capital issues in 1926 and 1937, concluding that only 37 per cent and 52 per cent of issues in those years were of 'new money', defined as 'raising new capital for investment by the company concerned.'
The majority represented 'simply a change of ownership of existing assets'. 82 Grant, employing a different approach, concurs that 'it is noticeable that money going to replace existing capital and to acquire existing assets far outweighs new capital'. The 1920s offered great opportunities for business expansion. 'For entrepreneurs themselves the times were propitious: there was peace, with a rising population, an increasing demand for basic and luxury goods, stable export industries, and great personal wealth.' 86 The growing demand for funds was driven by the twin forces of expanding domestic demand 87 and the adoption of new technologies. Consumer preferences also shifted over time, independently of incomes, as new goods and services became available and in response to changes in relative prices. Profits signalled where additional supply was needed. Moreover, the nature of production was shifting, at the margin, towards more capital-intensive and science-based technologies. 88 In particular, the interwar period bore witness to the rise of two major general purpose technologies, electricity and the automobile, which both generated a range of new industries and transformed the organisation and operation of many existing ones. The capital-labour ratio was therefore rising. A corollary was that the need for capital by business also rose. 'commercial', were the outliers. Their share of capital formation was lower than the other sectors. However, the new issues made by these firms were the equivalent of nearly a half of all investment. This figure should be adjusted downwards because the investment series underestimates capital formation in services. 91 Moreover, these industries, more so than manufacturing, used new issues for purposes other than investment in physical assets. This is particularly true of finance whose new issues totalled more than £35m, the greater part of which was used by the banks to sustain their capital base and to fund a series of acquisitions between 1917 and 1931.
92
The marked change in the behaviour of the trading banks in the first half of the twentieth century served as an additional factor pushing business to seek alternative sources of external finance. 93 Trading banks had been the principal providers of working capital and, largely by default, important providers of fixed capital through the late nineteenth century. The bank crashes of the 1890s crippled the sector for 90 We have included 'shipping' with manufacturing as that series includes the value of ships constructed in Australia. Butlin, Australian Domestic Product, chp 17. 91 The series relies on changes in the value of buildings used by service sector firms. Manufacturers were seen as particularly disadvantaged as bankers would not offer overdrafts repayable at call to firms that might not break even for years.
Conclusion
The inter-war years provided many opportunities for entrepreneurs to profit from new technologies and shifting consumer demand. New industries emerged in manufacturing and services, which were increasingly capital intensive. Domestic firms entering these industries were, for the most part, not able to rely on past earnings to finance sizeable additions to their assets. Consequently, there was a rush to incorporation and stock exchange listing to access external funds. All the evidence suggests that companies were able to greatly increase their funding during the 'twenties and after recovery from the depression in spite of the difficulties attracting investors to the growing points of the economy.
Numbers of investors, securities, and listed firms all rose rapidly in this period. In the process, business enterprises became an important new player in the intersectoral flow of funds. During the nineteenth century, net savers and borrowers were connected by financial intermediaries and direct financing through social networks.
By the inter-war years, the biggest net borrowers operated through the stock exchange where together they raised more capital than the increase of deposit liabilities of the banking system. 100 It was particularly the corporate leaders of the period, those firms who saw the opportunities to acquire prime mover advantages through innovation and deployment of strategic assets, who benefited from the growth of the new issues market. The amount of new money flowing into business expansion was also increased to an important degree by direct investments being made by the rapidly growing number of subsidiaries of foreign multinationals. money funded entrants that spurred competition but also permitted incumbents to erect barriers to entry. Our list of those firms that raised the greatest amount of money span low technology industries in which competitive pressures were low such as banking to 'new' industries such as motor cars, ferrous and non-ferrous metal refining, paper and pulp, processed foods, and chain and department stores.
The stock exchanges played a far greater role in the financial system and economy of the interwar period than has been recognised to date. As mentioned above, Australia was an early and enthusiastic adopter of the joint-stock company behind the USA and Great Britain. Differences in scale make direct comparisons of the amounts raised problematic. However, comparing the value of new issues as a percentage of GDP is illuminating. The two major economies, with the world's largest stock exchanges and manufacturing industries of greater weight than Australia's, had ratios of new issues to GDP between 1920 and 1939 of 3.86 per cent in the US and 2.58 in Great
Britain. 103 Australia managed a very creditable 0.92 per cent, which was an average of
The ratio of the market value of corporate securities to GDP within Australia is another measure of the relative importance of this class of asset. A wartime census reported in 1915 that the market value of company shares and debentures held by Australian residents was £176m, the equivalent of 47 per cent of GDP. 104 The market value of company securities continued to climb between the wars. By the end of the 'twenties, Ian Potter calculated, adjusting for double counting, that the market value of securities traded on the four largest stock exchanges was £810m, just above the figure of GDP. 105 The ratio of the market value of securities listed on the Stock 
